The aim of this paper is to research the influence of corporate governance structure on internal control disclosure in a sample of 1309 Chinese listed nonfinancial companies in 2010. We discover that internal control disclosure is positively related to directors' remuneration, two part-time posts of chairman and general manager, directors' education level and supervisors' education level, and it negatively related to the proportion of state ownership. Internal control disclosure is not significantly related to the degree of ownership concentration, board size, the proportion of independent directors and the size of board of supervisors.
Introduction
Currently, many well-known companies have been revealed financial fraud scandals such as Enron, WorldCom, Xerox, Guangxia and China Aviation Oil. One of the important reasons of financial fraud is the failure of internal control and the lack of related information disclosure. Effective internal control system can ensure the truthfulness and reliability of financial information. Information disclosure can contribute to the constant improvement of internal control, offering data for decision-making to information users. The establishment and effective implementation of internal control system can assure the corporate continuing operating and developing healthily. The quality of internal control disclosure reflects the situation of the system, which is vital to regulators and investors. Information disclosure quality of a listed company is subjected to its corporate governance. Different corporate governance structures will bring different governance efficiency. Consequently, this paper is to study the influence of corporate governance structure on internal control disclosure.
In this paper we test whether quality of internal control disclosure are associated with corporate governance characteristics in the sample of 1309 Chinese nonfinancial listed companies on Shenzhen Stock Exchange and Shanghai Stock Exchange for the financial year of 2010. Descriptive statistics presents the characteristics of variables. There are significant differences between the quailties of internal control disclosure of Chinese listed companies. The degree of ownership concentration varies considerably and is generally high. The proportion of state ownership is to some extent lower than before. There are big differences in board sizes; however, the average size is moderate. The remuneration is quite different and directors generally highly educated. The proportion of independent directors generally meets the requirement of no less than 1/3 of board members. The phenomenon of two part-time posts of chairman and general manager is not widespread. The sizes and the education levels of board of supervisors also vary. Size, profitability and listed age of each company are quite different. 64% of sample companies listed on Shanghai Stock Exchange and 36% listed on Shenzhen Stock Exchange.
Correlation analysis tests collinearity between variables. Collinearity doesn't exist if the correlation coefficient is not greater than 0.8, according to the study of Hossain, Perera and Rahman [1] . Analysis shows there is some correlation between variables, but the largest correlation coefficient is 0.462 (between directors' education level and supervisors' education level), which is less than 0.8. Thus variables are unlikely collinear. To further illustrate the problem, we also test tolerance and variance inflation factor. The minimum of tolerance is 0.657 (the size of board of supervisors), more than 0.1, and the maximum of variance inflation factor is 1.522, less than 10, which means no collinearity between variables according to laws of mathematical statistics.
The result of linear regression suggests that directors' education level, supervisors' education level, size, listed age and stock exchange significantly influence on the quality of internal control disclosure at the 0.001 confidence level. Internal control disclosure is positively related to directors' education level, supervisors' education level and size and negatively related to listed age and stock exchange, which verifies hypothesis 6 and hypothesis 9. The proportion of state ownership, two parttime posts of chairman and general manager, directors' remuneration and profitability significantly influence on internal control disclosure at the 0.1 confidence level, which verifies hypothesis 2 and hypothesis 5. However, internal control disclosure is not significantly related to the degree of ownership concentration, board size, the proportion of independent directors and the size of board of supervisors. Other hypotheses are not verified.
The remainder of the paper is organized as follow: Section 2 discusses prior research on internal control disclosure. Section 3 describes the method of the study. Section 4 presents empirical results. Section 5 draws some conclusions. 
Prior Research on Internal Control Disclosure

Quality of Internal Control Disclosure
Raghunandan and Rama [2] investigated the annual reports 1993 of top 100 listed companies in Fortune, and found that 80% of the companies disclosed information of internal control without a uniform form. McMullen, Raghunandan and Rama [3] discovered that only 742 companies, accounting 33.41% of 2221 companies, disclosed information of internal control management and only 55 companies made a statement on the effectiveness of internal control, by studying annual reports 1993 of listed companies. Willis and Lightle [4] also found a decline in the number of companies disclosing internal control and big differences between the qualities of disclosure by analyzing the reports of top 100 companies. They stated that the disclosure of internal control will contribute to firm's value.
Qiuming Liu [5] and Minghui Li, Hai He and Xikui Ma [6] examined the quality of internal control disclosure of Chinese listed companies in 2001. They found that most companies' information disclosure merely focused on formality without uniform content and format. Liming Zhang, Hua Qian and Minyi Li [7] tested ST listed companies between 2001 and 2002. The result showed that there were loopholes in disclosure though there were more firms disclosing internal control reports, and auditors are less concerning about internal control information of commissioned companies. Hongxing Fang and He Sun [8] and Youhong Yang and Wei Wang [9] investigated the disclosure reports about internal control of listed nonfinancial companies on SSE in 2006. They found that most companies didn't follow the requirements of Internal Control Guidelines. Junmei Pan [10] , analyzing the annual reports of 15 listed companies on SSE and 29 listed companies on SZSE between 2005 and 2007, discovered many problems in internal control disclosure, such as standard and format being not uniform, content being formality and the lack of motivation of voluntary disclosure and assessment criteria. Significant differences were found between banks' disclosure by examining the quality of internal control disclosure of Chinese listed banks based on the case of Minsheng Bank (Xu Qu, Ming Li, Dan Yang and Jianming Ye [11] ).
Influential Factors of Internal Control Disclosure
Deumes [12] tested 149 listed companies of Dutch stock market, discovering that internal control disclosure is in connection with managerial shareholding level, the degree of ownership concentration, size and the reputation of commissioned audit firm. McMullen, Raghunandan and Rama [3] concluded that internal control disclosure is negatively related to ill financial reports, by examining the annual reports of 4154 companies from 1989 to 1993. Ge and McVay [13] empirically researched 261 listed companies, finding that the defects of internal control is positively related to the complexity of the business and negatively related to size and profitability. Jifu Cai [14] empirically researched Chinese A-share listed companies in 2003, indicating that the quality of disclosure is positively related to profitability, financial situation and the quality of financial report. Bronson et al. [15] suggested that the quality of disclosure is positively related to the times of audit committee meetings and net profit growth rate and negatively related to sales growth rate. Hongxing Fang and He Sun [8] illustrated internal control disclosure is in connection with stock exchange, size, type of auditors' opinion in a sample of nonfinancial companies listed on SSE in 2006. Xinhong Li [16] verified that the quality of disclosure is associated with stock market, region, size, the proportion of independent directors, profitability, the reputation of underwriters, whether being penalized and the type of auditors' opinion, by analyzing listed companies on SSE in 2006. Ashbaugh-Skaife, Collins and Kinney [17] and Doyle, Ge and McVay [18] investigated the connection between corporate characteristics and the disclosure of internal control defects, discovering the latter is significantly related to the complexity of organization, risk control factors, the input into internal control and external stimulus factors.
Influence of Corporate Governance on Internal Control Disclosure
Jensen [19] studied the failure of internal control mechanisms, thought the effect of internal control is negatively related to board size and board governance efficiency. Simon Ho and Kar Shun Wong [20] observed that voluntary disclosure of internal control is positively related to the existence of audit committee and negatively related to the proportion of family members in the firm. Eng and Mak [21] examined the influence of ownership structure and board structure on voluntary disclosure, the result showing that internal control disclosure is positively related to the perfection degree of corporate governance, in a sample of 158 listed companies in Singapore. Weizhen Xu [22] studied the Accountability Theory and the relationship between corporate governance and internal control, analyzing the necessity of internal control disclosure to corporate governance. Zhijun Ma [23] also thought the quality of internal control disclosure is subjected to the efficiency of corporate governance and proposed suggestion and measures from the perspectives of the improvement of ownership structure and the establishment of internal control mechanism. Shaoqing Song [24] investigated the influence of corporate governance on internal control disclosure, discovering that the quality of disclosure is significant related to audit committee, the degree of legal protection to investors, the perfection degree of stock exchange governance and external governance mechanism. Shuguang Zhou and Lirong Chen [25] examined 1557 nonfinancial listed companies on SZSE and SSE in 2008, the result showing that corporate governance is one of the vital factors which influence the quality of disclosure. Internal control disclosure is positively related to board size, the proportion of independent directors, audit committee and whether controlling shareholder being state-owned and negatively related to two part-time posts of chairman and general manager.
Comments on Prior Research
We can summarize that foreign scholars study the issue of internal control disclosure very early and their research are based on rigorous theoretical and empirical test from various perspectives. They have got remarkable achievements, which give more help to a large of Chinese research. However, every country varies in the environment of economy, politics and society, which leads to the result that many foreign conclusions cannot be verified in Chinese research. When analyzing the influence of corporate governance, our scholars basically learn from foreigners, choosing variables from aspects of ownership structure and board characteristics and ignoreing the effect of board of supervisors which means that there are deficiencies in picking up variables.
Therefore, we investigate the influence of corporate governance on the quality of internal control disclosure in depth, from the perspectives of ownership structure, board characteristics and the characteristics of board of supervisors, providing practical suggestion and measures to disclosure improvement.
Method
Hypotheses
Ownership
The degree of ownership concentration affects on the quality of internal control disclosure because of the restraints of the decentralization of shares on shareholders, which makes them require high quality of disclosure. The higher the degree of ownership concentration, the weaker the restraint effect, which makes majority shareholders harm the interests of minority shareholders. Majority shareholders may conceal or even falsely disclose some important but unfavorable information, using their advantageous controlling position or conspiring with the management, in order to protect their own interests.
Hypothesis 1: internal control disclosure is negatively related to the degree of ownership concentration. Many Chinese listed companies come from joint-stock reform of state-owned enterprises. As agents of state ownership, organizations of state-owned assets supervision and administration cannot play an effective role in corporate governance and effective supervision and incentives to the management, which leads to insider control. The management may have the opportunity to make a use of government's weak control over property and conceal vital information to protect its own interests. High proportion of state ownership means it is hard to restrain the management and brings low quality of internal control disclosure.
Hypothesis 2: internal control disclosure is negatively related to the proportion of state ownership.
Board
As the core of corporate governance, board of directors is responsible for the establishment and implementation of internal control system, ensuring the truthfulness and reliability of information disclosure. Board size, to some extent, reflects the ability of directors to participate in major business decision-making and monitor the management for the reason that bigger board contains more members with expertise and experience from various professional fields. Board size could improve the quality of disclosure.
Hypothesis 3: internal control disclosure is positively related to board size.
As the internal supervision organization, the board of supervisors is entitled to monitor the board and the management, supervising the establishment and implementation of internal control system. Supervisors own not the right of decision but the right of supervision. The effect of supervisors is often neglected. The size of board of supervisors can show the influence of supervisors and affect internal control disclosure.
Hypothesis 4: internal control disclosure is positively related to the size of board of supervisors.
Directors and Supervisors
Remuneration is a very effective incentive measure for board directors to monitor and restrain the management and join major decision-making, which means high remuneration will encourage directors to establish internal control system and require high quality of disclosure.
Hypothesis 5: internal control disclosure is positively related to directors' remuneration.
Directors' education level, in some degree, shows directors' capability of corporate governance. Generally speaking, higher education level means more professsional knowledge and skills. Thus directors with high education level are more adequate to fulfill their responsibilities that doing decision-making, monitoring the management, internal controlling and requiring high quality of information disclosure.
Hypothesis 6: internal control disclosure is positively related to directors' education level.
Independent directors are expected to monitor and challenge the performance of the executive directors and the management, and to take a determined stand in the interests of the firm and its stakeholders. They're usually experts of various fields such as economy, laws, accounting and tax. Independent directors are responsible for helping improve the quality of disclosure and increase the transparency of information.
Hypothesis 7: internal control disclosure is positively related to the proportion of independent directors.
A chairman and a general manager is the relationship between the supervisor and the supervised. The separation of the two positions improves the independence of the board and strengthens the supervision over the management, which contributes to increase the transparency of information. However, there is a phenomenon that a chairman who is also the general manager in some firms. According agency theory, two part-time posts of chairman and general manager may reduce the board's independence and weaken the supervision over the management; as a result, the firm will conceal or falsely disclose disadvantageous information and lower the quality of disclosure.
Hypothesis 8: internal control disclosure is negatively related to two part-time posts of chairman and general manager.
Supervisors' education level presents supervisors' capability of monitoring the board and the manager. Higher education level means more adequate to supervision, more effective to monitor implementation of internal control system and higher requirement to information disclosure.
Hypothesis 9: internal control disclosure is positively related to supervisors' education level.
Sample
Our sample consists of all nonfinancial listed companies on SZSE and SSE in the financial year of 2010. We obtain a total of 1309 companies, 465 listed on SZSE and 844 listed on SSE, which meet our selection criteria. Financial companies are excluded from the sample for the reason that they have special rules of internal control disclosure, which makes they're uncomparable with nonfinancial companies.
The annual reports and data used in this paper are [29] all set criteria to measure the quality of internal control disclosure. We use content analysis and design an evaluation criterion to calculate internal control disclosure index (referred to as ICDI) to measure disclosure quality on the basis of prior research: Basic Norms of Internal Control,
Guidelines of Internal Control for Shenzhen Stock Exchange Listed Companies and Guidelines of Internal Control for Shanghai Stock Exchange Listed Companies. We define ICDI according to the equation: ICDI = ICD/ MICD
Where, ICDI means internal control disclosure index, ICD means scores of every item of internal control information disclosed in annual reports and MICD means the total score of the maximum possible disclosure items (MICD = 8). Table 1 is the evaluation criterion of internal control disclosure.
Independent Variables
We select 9 independent variables on the basis of the hypotheses proposed above.
1) The degree of ownership concentration (DOC): We use the proportion of the largest shareholder to measure the degree of ownership concentration. DOC = the number of the largest shareholder's shares/the total number of shares.
2) The proportion of state ownership (PSO): PSO = the number of state-owned shares/the total number of shares.
3) Board size (BS): The total number of board directors. 4) Directors' remuneration (DR): We choose the Napierian logarithm of total remuneration of the top three directors to weight DR. 5) Directors' education level (DEL): DEL is the average education level of directors. DEL = the sum of directors' education level/the number of directors. Education level is quantified as below. Without a bachelor's degree = 1, with a bachelor's degree = 2, with a master's degree = 3 and with a doctorate = 4.
6) The proportion of independent directors (PID): The number of independent directors/the total number of directors.
7) Two part-time posts of chairman and general manager (PCGM): If a chairman is also the general manager, PCGM = 1, otherwise, PCGM = 0.
8) The size of board of supervisors (SBS): The total number of supervisors. 9) Supervisors' education level (SEL): SEL is the average education level of supervisors. SEL = the sum of supervisors' education level/the number of supervisors. Education level is quantified as above.
Control Variables
They have other variables impact on the quality of internal control disclosure except for corporate governance. Consequently, we adopt some control variables. 1) Size: Large companies, with great strength, are more likely to put resources into internal control development, which leads to more effective control and higher quality of disclosure. We use the Napierian logarithm of total assets to measure size.
2) Profitability (EPS): Companies of strong profitability have more financial resources to establish and implement internal control system and are more likely to disclose information. We select earning per share (EPS) to weight profitability. EPS = net profit/the total number of shares.
3) Listed age (LA): According to the research of DIB Company in 2008, the quality of internal control in later listed companies is better than it in earlier listed companies. Listed age in this paper means the number of years from the very year of being public company to 2010. 4) Stock exchange (SE): We take stock exchange into consideration for the reason that there are some difference in rules between SZSE and SSE. If a company is listed in SSE, SE = 1, otherwise, SE = 0.
Model
We investigate the correlation between corporate governance characteristics and the quality of internal control disclosure, using ICDI as dependent variable, corporate governance indicators as independent variables and some control variables mentioned above. Our basic model is the following linear regression. 
where, α is a constant term, β i are coefficients of independent variables and control variables ( 1 and ε is random error. ,2, ,13 i   Table 2 presents descriptive data for the sample. The minimum of ICDI is 0.125, the maximum is 1, the mean is 0.6367 and the standard deviation is 0.2312, which means Chinese listed companies vary a lot and the average level is not very high.
Empirical Results
Descriptive Statistics
1) The minimum of DOC is 3.64% and the maximum is 99%, which suggests that there are considerable differences in the degree of ownership concentration. The mean is 36.45%, which shows high average level and a dominance phenomenon.
2) The maximum of PSO is 100% while the minimum is 0, which also reflects great differences and the mean of 14.03% means that the pro- portion of state ownership is lower than before.
3) The general board size complies with organizational theory though the size of board differs (the minimum is 5, the maximum is 34 and the mean is 12.75). 4) Directors' remuneration is quite different between listed companies because the maximum of DR is 16.4145, whereas the minimum is 9. 5) The average level of directors' education is above bachelor's degree and the highest is doctorate degree, which means directors are generally highly educated (the mean of DEL is 2.434 and the maximum is 3.75). 6) The mean of PID is 33.67% which means most companies meet the requirement that the proportion of independent directors shouldn't be lower than 1/3 of China Securities Regulatory Commission. 7) The phenomenon of two part-time posts of chairman and general manager is not widespread (the ratio is 16%). 8) There are great differences in the size of board of supervisors that the minimum of SBS is 1 and the maximum is 19. 9) The average level of supervisors' education is also different (the minimum of SEL is 1, the maximum is 3.6 and the mean is 2.105).
Correlation Analysis
We use Pearson correlation coefficient to test collinearity between variables. Hossain, Perera and Rahman [1] thought that collinearity doesn't exist if the correlation coefficient is not greater than 0.8. Table 3 shows correlation coefficients between variables. ICDI is significantly related to DOC, DR, DEL, SEL, SIZE, EPS and SE at the 0.01 level and correlation coefficients are -0.098, 0.182, 0.720, 0.463, 0.254, 0.166 and -0.294. ICDI is significantly related to LA with a coefficient of -0.063 at the 0.05 level. However, ICDI is not significantly related to PSO, BS, PID, PCGM and SBS. There is some correlation between variables, whereas the largest correlation coefficient is 0.462 (between DEL and SEL), which is less than 0.8. Thus variables are unlikely collinear.
We also test tolerance and variance inflation factor to further illustrate the problem. Table 4 illustrates that the minimum of tolerance is 0.657 (SBS), larger than 0.1, and the maximum of variance inflation factor is 1.522, less than 10, which means no collinearity between variables, according to laws of mathematical statistics. Table 5 presents the linear regression results of our model.
Linear Regression Results
1) The goodness of fit (adjusted R square) is 0.582, which indicates our model is satisfactory.
2) F value of the regression model is 141.331 and the statistical significance (sig.) is 0.000, lower than 0.001, which means the model is statistically significant.
3) Regression results show that DEL, SEL, SIZE, LA and SE quite significantly influence on ICDI at the 0.001 confidence level. PSO, DR, PCGM and EPS significantly influence on ICDI at the 0.1 confidence level. However, ICDI is not significantly related to DOC, BS, PID and SBS.
4) The quality of internal control disclosure is negatively associated to the proportion of state-owned shares, which verifies hypothesis 2. And it is positively related to directors' remuneration and the education level of both directors and supervisors, which verifies hypothesis 5, hypothesis 6 and hypothesis 9. Two part-time posts of chairman and general manager have a positive effect on internal control disclosure, which is opposite to hypothesis 8. The reason may be that a chairman who is also the general manager is more likely to concern the firm's development and require better internal control system, which makes high quality of internal control implementtation and information disclosure.
Conclusions
1) This paper tests the influence of corporate governance characteristics on internal control disclosure, in a sample of 1309 Chinese listed nonfinancial companies in 2010. The quality of internal control disclosure varies wildly. The minimum of internal control disclosure index is 0.125, the maximum is 1 and the mean is 0.6367. One main reason is that every company's level of internal control differs a lot. The other main reason is the lack of rules and regulations of specific content and uniform format on internal control disclosure, which leads the casualness of disclosure.
2) As agents of state ownership, organizations of stateowned assets supervision and administration can't effecttively affect on corporate governance and supervision and incentives over the management, which leads to insider control. The management may conceal or falsely disclose significant information to protect its own interests. Thus the proportion of state-owned shares should be maintained in appropriate range and the organizations should take their responsibility for supervision and administration of state-owned assets.
3) High remuneration encourages board directors to monitor the manager and join major decision-making, which contributes to the establishment of internal control system and the disclosure of information. Companies should remunerate directors reasonably according to their circumstances. 4) Education level reflects directors' and supervisors' capability of corporate governance, so these high educated own more professional knowledge and skills tofulfill their responsibilities, requiring better internal control and information disclosure. Consequently, education level, as a vital factor, should be taken into consideration of the selection of directors and supervisors.
On the ground of our research, we come up with some suggestion as below. Chinese regulatory organizations should develop rules and regulations on the content and format of internal control disclosure to improve the unity, operability and comparability of disclosure. Furthermore, Chinese listed companies should improve their corporate governance and internal control system for the healthy and development of companies.
